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properties and to report the result of its studies and investigations and its
recommendations to Congress." As a result of the investigation of the com-
mission, Congress passed in 1939 the Trust Indentures Act with three major
objectives in mind: (1) to make sure that bondholders are served by capable,
competent, and disinterested trustees; (2) to keep bondholders informed
about the financial status of the corporation whose bonds they hold; and
(3) to provide a means by which bondholders may communicate with each
other, should occasion arise which-requires such contact.
The procedure of qualification of an indenture is similar to that for
registration statements, with this difference: either the indenture meets the
approval of the commission within 20 days or it is refused, If no action is
taken by the commission within 20 days, it is estopped from subsequent
intervention. Where no indenture is used, as much as $250,000 of bonds
may be sold without qualifying before the commission. Also where the
amount issued does not exceed $1,000,000 within a 3-year period, no quali-
fication is needed, even though an indenture is used. In addition, bonds
exchanged for outstanding securities without underwriting expenses and
issues authorized by a court as a part of a reorganization program are exempt
from this law.
The basic theory of this law differs from the Securities Act. The latter
required disclosure only; the former sets up standards for bond-indenture
contents. In addition, the commission is given authority to prescribe the
information and documents that must be filed by the issuer "as necessary
or appropriate in the public interest or for the protection of investors."
Every issuer of bonds which uses a bond indenture must provide a corporate
trustee with a capital and surplus of not less than $150,000. The permissible
relationships between the trustee and the issuing corporation are carefully
defined in the law and in the regulations of the commission. In general,
these are intended to make sure that the trustee is not serving the corporation
to the possible disadvantage of the bondholders. At least semiannually, and
oftener if necessary, the issuer of the bonds must provide the trustee with the
names and addresses of all known holders of its bonds under the indenture.
Any three bondholders who have held their bonds for 6 months have a right
of access to this list for the purpose of communicating with other bondholders.
At least annually the trustee must report to the bondholders certain
prescribed information concerning its relations with the debtor corporation.
Special reports are required under specified circumstances. The duties of
the trustee are defined in such manner as to eliminate immunity clauses in
bond indentures and to substitute in their place the requirement that the
trustee shall follow the "prudent-man" theory. The obligor under the
indenture is also directed in the law concerning the reports that it must file
and the obligations that it assumes. Penalties are similar to those provided
under the Securities Act,